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Introduction and context of research 
 
The  field  of  strategic  management  is  basically  concerned  with  firm’s  sources  of  competitive  advantage  which  is  
a   vital   factor   for   firms’   survival.  However,   in   today’s   rapidly   changing  business   environment,   the   sources  of  
competitive advantage change faster and faster. Within resource-based view, it has been generally accepted that 
organisational capabilities are sources of competitive advantage but for a limited time and if not be renewed the 
firms’   competitive   advantage   will   be   eroded   over   time   (Leonard-Barton, 1992; Tripsas & Gavetti, 2000). 
Accordingly, firms have to change capabilities to renew their competitive advantage (Grant, 1996; Helfat & 
Peteraf, 2003; Spender, 1996). However, corporate entrepreneurship literature has shown that changing 
organisational capabilities is quite challenging because past capabilities are often well rooted within the 
organisation (Floyd & Wooldridge, 1999). Scholars of corporate entrepreneurship have suggested that the 
failure of firms in strategic renewal is due to lack of capability development process (Dess et al, 2003). Floyd 
and Wooldrige (1999) suggested that change need to be initiated from middle levels of organisations and within 
peripheries.  
 
In the innovation literature, Floyd and Lane (2000) referred to product innovation as engine for capability 
renewal. Furthermore, Danneels (2002) stressed that product and process innovation can inform exploration and 
exploitation of organisational capabilities and also be informed by that. Moreover, Grant (1996) argued that 
knowledge integration is dynamic and based on environmental requirements across multiple periods of time and 
can develop organisational capabilities. More specifically, Sanchez and Mahoney (1996) argued that by 
managing knowledge within product innovation firms can adapt with environment. In brief, capability renewal 
is proposed to be achieved through knowledge integration within product innovation. 
 
On the other hand, to link knowledge integration within product innovation as organisational processes to 
strategic outcomes such as capability development, the content issues in organisational capability development 
needs to be integrated with process issues. However, within organisational capability literature, content research 
has been separated from process research. Dosi et al (2000) differentiated between these two views by referring 
to  them  as  “capability  based  view”  and  “competence  based  view”  within  organisational  capability  development  
literature. Competence based view relies on strategy content approach focusing on resources and  capabilities’  
characteristics (Sminia, 2009), rather than how they are achieved. On the other hand, capability based view 
takes a strategic point of view more close to strategy process view because it emphasises the events and 
processes through which such capabilities are developed (Zollo & Winter, 2002). 
 
Capability renewal based on competence based view is mainly explained through ambidexterity perspective. 
Ambidexterity perspective looks for balancing exploration and exploitation within capability development 
process (OReilly & Tushman, 2008). Simsek (2009) suggested that balancing exploration and exploitation 
involves a dynamic balance that stems from purposefully steering and prioritizing each dimension to its inherent 
optimum as environment demands. Therefore, ambidexterity frame capability development based on 
environmental requirements and includes competence based view. Accordingly, competence based view 
although   examining   characteristics   of   capabilities   required   by   environment,   however,   it   doesn’t take 
mechanisms underlying building such characteristics into account. In this regard, Regner (2008: 566) 
commented: 
 
 “While extant works on dynamic capabilities address the question of how organizational assets are created and 
modified (Eisenhardt & Martin, 2000; Winter, 2003) the underlying organizational and managerial activities 
and mechanisms still remain unclear”. 
 
However, dynamic capability perspective explains capability development process based on combination of 
internal and external capabilities to adapt with environmental change (Teece et al, 1997). Zollo and Winter 
(2002) demonstrated such role of dynamic capability as evolution of organisational past capabilities based on 
integration with external stimuli. Hence, dynamic capability perspective is oriented toward capability based 
view due to its emphasis on path dependencies. Dynamic capability perspective focuses on the processes and 
stages included in capability development, but it fails to explain the dynamics involved in building such stages. 
The following comment of Regner (2008: 566) explains such limitation in strategy research:  
 
“Strategic management theories have proposed grounds for competitive advantage (Barney, 1991) and there 
are in-depth, detailed descriptions of strategy development (Johnson, 1987; Pettigrew, 1990). However, there 
are limited accounts of the dynamics involved in the build-up, development and change of organizational assets 
(i.e. resources and capabilities) that provide for competitive advantage (Cockburn et al., 2000)”.     
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On the other hand, micro perspective (Jarzabkowski et al. 2007; Johnson et al. 2003) is concerned with what 
organisations do. This approach is looking at examining how and why some organisational processes could be 
linked to strategic outcomes. By taking such a micro approach, one might be able to obtain some concrete 
evidence of what capabilities look like in organizations, how they are deployed, and how context may impact 
upon them. So by looking at the detail of how micro processes can lead to macro strategic outcomes the 
mentioned deficiencies of capability based view and competence based view in explaining organisational 
capability development can be resolved. Consequently, micro processes lens for explanation of organisational 
capability development process is capable of integrating ambidexterity and dynamic capability theories and 
developing a combined view out of competence and capability based views based on integration of content and 
process realm. Hence, this paper proposes that micro perspective is useful to achieve explanation for how firms 
renew their organisational capabilities (macro level strategic outcomes) based on managing knowledge 
integration within product innovation (micro level processes). 
 
Methodology 
 
Longitudinal comparative case studies design has been adapted in this study in order for finding process 
variables involved in organisational capability development via knowledge integration within product 
innovation. The case study applied within Iranian Auto industry as the second most active industry in Iran 
accounting for 10 % of GDP and standing 14th worldwide. Iranian government planned for developing this 
industry, after recognising its strategic value for economy development. Specific focus was on Iran Khodro 
Company (IKCO), transforming from assembler to exporting company leading in the Middle East region. 
Accordingly, IKCO has been selected as the case company and four product innovation projects (through which 
such an organisational capability has been developed) have been selected as embedded cases.  
 
IKCO had achieved organisational capability development based on evolution of its products (in accordance 
with industry development) over a period of 16 years. 52 semi structured interviews were conducted in two 
phases in Dec. 2011 and Dec. 2012. The interviews took 60-120 minutes and participants were selected from 
relevant projects as well as different organisational levels. All the interviews were transcribed and along with 
secondary sources were analysed. 
 
Analysis of findings 
 
By   adopting   micro   process   view,   “episodic   change”   in   traditional   view   of   strategy   process   is   replaced   by  
“continues  change”  (Brown  &  Eisenhardt,  1998).  Accordingly,  firstly,  gradual  emergence  of  strategy  outcomes  
are informed by dynamics of micro processes; secondly, creation of episodes of change is explained based on 
underlying  mechanisms   called   “generative  mechanisms”. Accordingly, the aim for field study was formed as 
collecting and analysing data about such generative mechanism. Based on review and analysis of literature, a 
conceptual framework was developed which was used as a tool for investigating about the generative 
mechanism within case company and across product innovation projects (embedded cases). The model 
illustrated in Figure 1 represents the outcome of this process within field research.  
 
Discussion of results 
 
At this section of paper, the results from studying technology diffusion at IKCO is discussed with regards to 
enhancing the understanding of how, within functions, by managing knowledge integration within product 
innovation, firms can adapt to environmental changes. In this relation, initially, it is discussed that, how through 
capability exploration and exploitation, how firm level effects are achieves by managing processes within 
functions. Then, the outcome is interpreted in terms of reciprocal relationship between firm and environment. 
Finally, such micro and macro co evolutionary effects are linked together toward developing a macro-micro 
insight.     
 
Capability exploration  
Sminia (2009) argued that strategy process research has identified three different ontological and 
epistemological   positions   for   strategy   formation   realm.      Since   the   “generative  mechanism”   is   the   underlying  
mechanism creating strategy processes, the generative mechanism gained from studying capability development 
process within the case company (Figure 1) can be analysed based on different ontological and epistemological 
assumptions and creates all the possible organisational level outcomes. The contributions of different 
ontological and epistemological positions to variety of strategy process outcomes showed that during capability 
exploration period technology has been transferred at the case company. It is proposed that in accordance with 
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Figure 1 
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technology transfer at firms, capacity to change has been built by developing absorptive capacity and dynamic 
capability leading to creation of new technology knowledge and capability. 
 
Technology transfer and replication 
Then,   the   contributions   of   “generative   mechanism”   to   strategy   processes   were   analysed   against   micro  
perspective to assess how knowledge integration within product innovation as micro processes affects firm level 
capability development. Based on micro perspective principals, the analysis was started by investigating events 
and processes created by the generative mechanism.  
Sminia (2009) argued that strategy formation is, basically, a structuration process (Giddens, 1979) where 
structure shapes processes and is also shaped by them. In this relation, within organisational capability 
development process, it is proposed that knowledge integration within product innovation co-evolves with 
capability development based on a structuration like process. As Figure 2 illustrates, employing structuration 
framework in analysing technology transfer across capability exploration and exploitation revealed that the 
technology transfer (capability exploration) may be followed by technology replication (capability exploitation). 
 
 
 
 
                                                                                          Fit  
 
                                                             Co evolution of action and context       
 
 
 
Figure 2 
 
Micro co-evolutionary effects 
Then, the analysis was followed by finding the firm level effects of such generated events and processes 
(technology transfer and replication). Across technology transfer and technology replication, the architectural 
knowledge may be created within functions. It is proposed that in accordance with creation of architectural 
knowledge  within   the   functions   (as  organisations’  peripheries),   across  capability  exploration  and  exploitation,  
open innovation capacity is built and leveraged leading to generation and application of technology knowledge 
and capability. Through this phase, the micro co-evolutionary cycle between knowledge integration within 
product innovation and organisational capability development has been revealed.  
 
Macro co-evolutionary effects 
At the next phase of analysis, the micro evolutionary effects have been analysed in terms of co-evolution of firm 
and environment. By applying capability lifecycle model (Helfat & Peteraf, 2003), the outcomes of the whole 
organisational capability development process (capability exploration and exploitation) at the case company has 
been analysed. This part of analysis discussed emergence of macro variables during creation of architectural 
knowledge at IKCO. Analysing capability development at IKCO based on capability lifecycle view revealed 
that if the technology transfer at IKCO be followed by technology replication, a new information structure may 
be gained in relation to product architecture. It is proposed that in accordance with creation of new information 
structure; strategic flexibility will be developed leading to emergence of new platform for products.    
  
Macro-micro co-evolutionary effects 
Van den Bosch et al (1999) argued that co-evolutionary effects constitute link between macro co-evolution and 
micro co-evolution. By employing macro-micro   perspective,   the   macro   variables   of   which   “change”   and  
“continuity”  is  gained  out  of  technology  transfer  and  replication,  are  discussed.  Based  on  this  model,  as  a  result  
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of organisational capability development at firms, new product architecture may be developed. In accordance 
with emergence of new industry architecture and creation of new information structure, it is proposed that, new 
product architecture emerges resulting in adaptation of new organisational architecture. Based on new 
organisational architecture, new scope for organisational capability may be formed which, eventually, affects 
industry architecture, in return.   
 
Conclusion  
 
Sanchez and Mahoney (1996) argued that based on principals of nearly decomposable systems (Simon, 1962), 
environmental changes can be localised within subsystems. Based on such analysis, firms are able to adapt with 
environments within their functions. By interpretations of findings against conceptualising firms as complex 
adaptive systems, it can  be  concluded  that  firms’  adaptation  within  functions  can  be  achieved  through  managing  
product development process. In accordance with change in industry architecture, firms manage knowledge 
across product innovation projects to create architectural knowledge within the functions leading to emergence 
of new product architectures resulting in formation of new product platform. In brief, the adaptation of firm with 
environment can be managed within functions and through product creation. By adoption and diffusion of new 
product platform firms link micro co-evolutionary processes at subsystem level to macro co-evolutionary 
processes at system level. It can be concluded that by modularisation of industry architecture at downstream 
values chain, modularity in product architecture emerges. By emergence of modular product architecture, 
organisation architecture gets modularised which gets back to industry architecture as modularisation of 
upstream value chain.  
 
Implication for research 
 
Through this study, micro co evolutionary effects have been linked with macro co evolutionary effects based on 
principals of nearly decomposable systems, and, as a result of that, eventually, an organisational capability 
renewal model is developed which is capable of explaining capability development process underlying corporate 
entrepreneurship success. Corporate entrepreneurship, basically, starts with an environmental shock followed by 
entrepreneurial initiatives (upon entrepreneurial opportunities) to protect performance. However, the impact of 
such entrepreneurial initiatives on performance is mediated by success in capability development process (Dess 
et al, 2003). Modularity of industry architecture in downstream value chain necessitates capability renewal 
within firms. It is discussed that such capability renewal constitutes the interdependencies among modularity of 
product architecture, modularity of organisational architecture and modularity of industry architecture. 
Accordingly, successful corporate entrepreneurship includes the influences of modularity of product architecture 
(by managing product development process) on/from modularity in organisational architecture and modularity 
in industry architecture. Figure 3 illustrates how these relationships are amenable for quantitative study based on 
moderating role of modularity of product architecture and mediating role of modularity of organisational 
architecture in successful modularity of industry architecture in upstream value chain following modularity of 
industry architecture in downstream value chain.    
 
 
 
 
 
 
 
 
 
 
Figure 3 
 
 
Modularity in 
product 
architecture 
Modularity of 
industry 
architecture in 
upstream value 
chain 
Modularity of 
organisational 
architecture 
Modularity of 
industry 
architecture in 
downstream 
value chain 
A micro perspective analysis of capability renewal through knowledge integration within product innovation 
projects 
 
6 | P a g e  
 
References: 
 
Barney, J. (1991). Firm Resources and Sustained Competitive Advantage. Journal of management, 17(1), 99. 
Brown, S., & Eisenhardt, K. (1998). Competing on the edge: Strategy as structured chaos: Harvard Business 
Press. 
Eisenhardt, K., and Martin, J. (2000). Dynamic capabilities: what are they? Strategic management journal, 
21(10), 1105-1121. 
Danneels, E. (2002). The dynamics of product innovation and firm competences. Strategic Management 
Journal, 23(12), 1095-1121. 
Dess, G. G., Ireland, R. D., Zahra, S. A., Floyd, S. W., Janney, J. J., and Lane, P. J. 
(2003). Emerging issues in corporate entrepreneurship. Journal of Management, 29(3), 351-378. 
Dosi, G., Nelson, R., & Winter, S. (2000). The nature and dynamics of organizational capabilities: Oxford 
University Press. 
Floyd S, and Wooldridge B. 1999. Knowledge creation and social networks in corporate entrepreneurship: the 
renewal of organizational capability. Entrepreneurship Theory and Practice 23(3): 123–143. 
Floyd, S., and Lane, P. (2000). Strategizing throughout the organization: Managing role conflict in strategic 
renewal. Academy of management review, 25(1), 154-177. 
Giddens, A. (1979). Central Problems in Social Theory: Action, Structure and Contradiction in Social Analysis. 
Basingstoke: Macmillan 
Grant, R. (1996). Prospering in dynamically-competitive environments: Organizational capability as knowledge 
integration. Organization Science, 375-387. 
Helfat, C., and Peteraf, M. (2003). The dynamic resource-based view: capability lifecycles. Strategic 
management journal, 24(10), 997-1010. 
Jarzabkowski, P., Balogun, J. and Seidl, D. (2007). Strategizing: the challenges of a practice perspective. 
Human Relations, 60, 5–27. 
Johnson, G. (1987). Strategic Change and the Management Process. Oxford: Basil Blackwell 
Johnson,  G.,  Melin,  L.  and  Whittington,  R.  (2003).  Guest  editors’  introduction:  micro  strategy  and  strategizing:  
towards an activity-based view. Journal of Management Studies, 40, 3–22 
Leonard-Barton, D. (1992). Core capabilities and core rigidities: A paradox in managing new product 
development. Strategic management journal, 13(S1), 111-125. 
O’Reilly,   C.,   and Tushman,   M.   (2008).   Ambidexterity   as   a   dynamic   capability:   Resolving   the   innovator’s  
dilemma. Research in organizational behavior, 28, 185-206. 
Pettigrew, A.M. (1990). Longitudinal field research on change: theory and practice. Organization Science, 1, 
267–292. 
Regnér, P. (2008). Strategy-as-Practice and Dynamic Capabilities: Steps Towards a Dynamic View of Strategy. 
Human Relations, forthcoming 
Sanchez, R., and Mahoney, J. (1996a). Modularity, Flexibility, and Knowledge Management in Product and 
Organisation Design. Strategic management journal, 17, 63-76. 
Simon, H.A. (1962). The architecture of complexity, proceedings of American Philosophical Society,109, 467-
482. 
Simsek, Z. (2009). Organizational ambidexterity: Towards a multilevel understanding. Journal of Management 
Studies, 46(4), 597-624. 
Sminia, Harry. 2009. Process research in strategy formation: Theory, methodology and relevance. International 
Journal of Management Reviews, 11: 97-125 
Spender, J. (1996). Making knowledge the basis of a dynamic theory of the firm. Strategic Management 
Journal, 17(2), 45-62. 
Teece, D., Pisano, G., and Shuen, A. (1997a). Dynamic capabilities and strategic management. Strategic 
management journal, 18(7), 509-533. 
Tripsas, M., and Gavetti, G. (2000a). Capabilities, cognition, and inertia. Strategic management journal, 21(10 – 
11), 1147-1161. 
Van den Bosch, F., Volberda, H. and deBoer, M. 1999: Coevolution of firm absorptive capacity and knowledge 
environment: organizational forms and combinative capabilities. Organizational Science, 10(5), 551–
68. 
Winter, S. (2003). Understanding dynamic capabilities. Strategic Management Journal, 991-995. 
Zollo, M., and Winter, S. (2002). Deliberate learning and the evolution of dynamic capabilities. Organization 
Science, 339-351. 
 
 
A micro perspective analysis of capability renewal through knowledge integration within product innovation 
projects 
 
7 | P a g e  
 
 
